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TAX FORUM
DOROTHEA WATSON, CPA

dinary income for benefits earned after cut
off date and substitute a special averaging
device.
Under present law, benefits contributed by
the employer are exempt from gift and estate
tax. It is proposed that such benefits be taxed
as any other property.
Companies can presently offer coverage to
designated classes of employees. The Com
mittee proposes that all employees be cov
ered unless the employer can show unusual
circumstances justifying limitation of cover
Pending Federal Pension and
age.
Profit-Sharing Legislation
The Committee suggests that the maximum
Major changes have been proposed by a waiting period be reduced from five years to
special Presidential Committee relative to pen three years before an employee is eligible for
sion and profit-sharing plans. Vesting and coverage.
It also proposes that if the plan is com
funding requirements and tax law breaks are
bined with, Social Security, the employers’
the main categories under study.
The Committee has suggested that after credit be lowered from 78% to 50% of So
a reasonable period of service, pension rights cial Security benefits.
It is now possible for employees of taxwould have to vest. It proposes the vesting
of at least one-half of benefits after fifteen exempt institutions to qualify. for tax bene
years of service with full benefits vesting fits even though the plan is not qualified.
after twenty years. It would not allow any The new proposal would grant tax benefits
minimum age requirement for eligibility and to qualified plans only. A reasonable transi
vesting. The participant still would not re tion period would be offered.
The report of the Committee suggests a
ceive payment until normal retirement, which
is a continuation of present thinking that central fund could be started for smaller
“fully vested rights” do require immediate employers to alleviate the expense and paper
work of individual plans. It was further rec
payment.
The Committee proposes that pension plans ommended that an employee leaving one
become fully funded. They would allow a company before retirement be permitted to
period of thirty years for the cost of any have his vested benefits paid into the central
benefits not previously funded. Most pen fund, or even transferred to the plan of his
sion plans today are not fully funded. The new employer.
A Federal or private insurance program
report of the Committee also states on page
54, “A determination should be made by a has been mentioned in connection with plan
professionally qualified public accountant with failures and premature terminations.
Although the Committee proposes to re
respect to the value of pension fund assets.
The actual value of pension fund assets is duce many of the tax privileges, it has not
a necessary element in measuring the ade recommended changes in allowing immediate
quacy of the relationship between contribu deduction for contributions made by the em
ployer or for tax-free build-up of funds by
tions, fund earnings, and benefits.”
Presently profit-sharing plans may change the plan or deferral of tax on the employee
their contribution formula yearly. The Com until retirement.
This Committee’s work will receive action
mittee proposes a predetermined formula that
could be changed only for valid business in the near future.
A copy of the report can be ordered from
reasons. In profit-sharing plans that are to
operate as retirement plans, vesting would the Government Printing Office in Washing
be comparable to the pension plan pattern. ton, D.C. for $ .75.
Accountants in public practice should study
However, the current practice of reallocat
ing forefeitures among remaining participants this report now to strengthen services to their
clients. Other accountants who work with
would be disallowed.
The present law gives capital-gain treat pension and profit-sharing plans should com
ment for lump-sum payments after employ pare the proposals with currently existing
ment has been terminated. The proposed plans and bring the differences to the atten
change would make lump-sum payments or tion of the management. Also, accountants

This column presents articles by two mem
bers of the American Society of Women Ac
countants—one by Roberta Rhoads from the
Birmingham Chapter, giving a preview of
what may be ahead in the way of new Fed
eral legislation in the area of pension and
profit-sharing plans and one by Doris Parks,
CPA from the Chicago Chapter, suggesting a
schedule to ease the work load surrounding
“income averaging”.
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need to understand how the changes would
affect them personally.
STUDY NOW and WRITE your Congress
man and Senators. Tell them more than you
are for or against this or that. Give them your
reasons, and your letters can make a valuable
contribution to help them evaluate the pro
posals.
Roberta Rhoads
Birmingham ASWA Chapter No. 47
Income Averaging
After completing

Schedule

G,

Averaging, for the year 1964, are you dread
ing the thought of struggling through it
again next year to see if your clients even
qualify? Working papers of “Four-Year Mov
ing Averages” for each client can make next
year’s task easier, and the form can be con
tinued in succeeding years.
Following is a suggested schedule using
hypothetical figures to show how “Four-Year
Moving Averages” are computed. Additional
columns can be provided to fit special prob
lems of each client, such as income from
gifts.

Income

Name of Client

Year
1960
1961
1962
1963
1964
1965

From Form 1040
Taxable
Capital
income
gain
(not less
net income
(50%)
than zero)
$13,000
$ -014,500
2,000
17,000
500
3,000
3,500
18,000
-023,000
3,000

Adjusted
taxable
income*
$13,000
12,500
16,500
-018,000
20,000

Averagable
capital
gain net
income**
$ -02,000
500
3,000
-03,000

Four-year moving
averages
Capital
Adjusted
gain net
taxable
income
income

$10,500
11,750
13,625

$1,375
1,375
1,625

*Column 1 less column 2, but not less than zero.
**Amount in column 2, but limited to amount in column 1.

At the end of the year, a brief computa
tion will tell you whether the client’s income
qualifies for averaging, and whether you need
to prepare Schedule G.
(1) From the schedule above, we find
that the taxpayer did not qualify for income
averaging in 1964, because his 1964 adjusted
taxable income did not exceed by $3,000 the
average income of the four preceding years.

(2) Another computation shows that in
1965 the client’s income does qualify for
income averaging.
Adjusted taxable income,
1965
$20,000
Less:
(a) 1⅓ times average in
come for four preceding
years ($11,750)
$15,667
(b) Add excess (if any) of
average capital gain net
income for four preceding
years ($1,375) over cur
rent year averagable capi
tal gain net income
($3,000)
-015,667
Difference
$ 4,333

Adjusted taxable income,
1964
$18,000
Less:
(a) 1⅓ times average in
come for four preceding
years ($10,500)
$14,000
(b) Add excess (if any) of
average capital gain net
income for four preceding
years ($1,375) over cur
rent year averagable capi
tal gain net income (-0-) 1,375
15,375
Difference
$ 2,625

Doris Parks, CPA
Chicago ASWA Chapter No. 2

“* * * if this magazine is to fulfill the need for the exchange of information between women
accountants we must have information and constructive ideas from each and every one of you.
So don’t wait until time for the next issue of the bulletin—but sit down now and send in some
thing that you think would be of interest to the rest of our members.” THE WOMAN CPA,
Volume 1, Number 2, February 1938.
10

